■I  - 


CONTENTS 


Page 

Chapter  1.  The  Strategy  of  Economic  Policy .  21 

Economic  Recovery .  22 

Monetary  Policy .  23 

Government  Spending .  26 

The  Decline  of  Domestic ‘Spending .  28 

The  Change  in  Tax  Structure .  32 

Reducing  the  Budget  Deficit .  35 

Deficit  Projection .  35 

Long-Term  Consequences .  37 

Deficits  and  the  Recovery .  38 

Budget  Strategy .  40 

Chapter  2.  The  United  States  in  the  World  Economy; 

Challenges  of  Recovery .  42 

The  U.S.  Trade  Deficit  and  the  Dollar .  42 

Sources  of  the  Trade  Deficit .  43 

Sources  of  the  Strong  Dollar .  50 

The  Capital  Account  Surplus .  55 

Measures  to  Reduce  the  Trade  Deficit .  57 

Developments  in  Other  Industrial  Countries .  62 

Europe .  62 

Japan .  64 

Third  World  Debt  Problem .  71 

The  Nature  of  the  Problem .  71 

Origins  of  the  Problem .  73 

Will  Debt/Export  Ratios  Improve? .  76 

Sharing  the  Burden .  78 

Easing  the  Debt-Service  Burden .  83 

Conclusion .  85 

Chapter  3.  Industrial  Policy .  87 

Is  the  United  States  Deindustrializing? .  88 

Comparison  with  Other  Nations .  90 

Problems  of  U.S.  Manufacturing .  91 

Implications  for  U.S.  Policy .  94 

Japanese  Industrial  Policy .  95 

The  Instruments  of  Japanese  Industrial  Policy .  95 

Private  Investment  and  Government  Subsidies .  97 


15 


Page 

Has  Japanese  Industrial  Policy  Been  a  Success? .  98 

European  Industrial  Policies .  99 

European  Industrial  Policy  Tools .  99 

Lessons  from  Europe .  100 

Should  the  United  States  Have  an  Industrial  Policy? .  102 

Coordinating  Agencies  and  Tripartite  Councils .  102 

Government  Development  Bank .  103 

Aid  for  Declining  Industries .  107 

Conclusion .  109 

Chapter  4.  Food  and  Agriculture .  1 12 

The  Food  and  Agricultural  Sector .  113 

Farm  Income .  113 

Special  Character  of  Farming .  1 15 

Five  Decades  of  Change .  116 

Demand  for  Farm  Products .  1 17 

The  Broader  Economic  Environment .  124 

International  Trading  Environment .  125 

Macroeconomic  Environment .  126 

Federal  Policies  Affecting  Agriculture .  127 

Policies  that  Reduce  Production  Costs .  127 

Price  and  Income  Support  Policies .  131 

Policies  that  Augment  Demand .  136 

Net  Effects  of  Farm  Programs .  139 

Guidelines  for  Future  Farm  Policy .  142 

Chapter  5.  Financial  Market  Deregulation .  145 

Major  Historical  Forces  Shaping  Financial  Regulation .  146 

Financial  Instability .  146 

Credit  Powers  of  Financial  Institutions .  147 

The  Forces  of  Competition .  148 

Ceilings  on  Interest  Rates .  151 

Deregulation  and  Monetary  Control .  153 

Geographical  and  Line-of-Business  Restrictions  on  De¬ 
pository  Institutions .  155 

Geographical  Market  Regulation .  155 

Economic  Issues  in  Geographical  Market  Deregulation  158 

Line-of-Business  Restrictions .  159 

Economic  Issues  in  Line-of-Business  Deregulation .  159 

Deposit  Insurance  Reform .  162 

The  Impact  of  Deposit  Insurance .  164 

Proposals  for  Reform . ; .  165 

Summary .  171 

Reform  of  the  Regulatory  Structure .  171 

Conclusions .  174 


16 


Page 

Chapter  6.  Review  and  Outlook .  175 

Review  of  the  1983  Economy .  175 

Personal  Income  and  Consumption .  179 

Residential  Investment .  181 

Business  Fixed  Investment .  182 

Inventory  Investment .  183 

The  Farm  Economy .  183 

The  International  Sector .  185 

Government  Purchases  of  Goods  and  Services .  186 

Employment,  Unemployment,  and  Productivity .  186 

Prices,  Wages,  Compensation,  and  Profits .  189 

Financial  Markets .  192 

The  Outlook  for  1984 .  195 

The  Outlook  for  1985-89 .  196 

Growth  in  Real  GNP .  198 

Inflation .  199 

Interest  Rates .  200 

The  Full  Employment  and  Balanced  Growth  Act  of  1978...  201 

Economic  Goals .  201 

Investment  Policy  Report .  202 

Appendixes 

A.  Report  to  the  President  on  the  Activities  of  the  Council 

of  Economic  Advisers  During  1983 .  205 

B.  Statistical  Tables  Relating  to  Income,  Employment  and 

Production .  213 


List  of  Tables  and  Charts 

Tables 

1-1.  Budget  Outlays  and  Receipts  as  Percent  of  GNP,  Fiscal 

Years  1960,  1970,  and  1980-89 .  29 

1- 2.  Cyclical  and  Structural  Components  of  the  Deficit, 

Fiscal  Years  1980-89 .  36 

2- 1.  U.S.  Trade  Balance  by  Country,  1980-83 .  49 

2-2.  Decreases  in  Expected  Inflation  Rates  and  Increases  in 

Real  Interest  Rates,  1980  to  1983 .  52 

2-3.  Distribution  of  GNP  by  Component,  1970-83 .  55 

2- 4.  Debt/Export  Ratios  for  Argentina,  Brazil,  and  Mexico 

Aggregated,  1974-83 .  76 

3- 1.  Size  and  Share  of  the  Manufacturing  Sector,  Selected 

Years  1950-80 .  89 

3-2.  Shares  of  Value  Added  and  Employment  by  Industry 

Group,  1960,  1970,  and  1980 .  89 

3-3.  Changes  in  Manufacturing  Output  and  Employment  in 

Selected  Industrial  Countries,  1960-80 .  90 


17 


r 


List  of  Tables  and  Charts — Continued 

Toblfs 

3- 4.  Net  Exports  in  Selected  High-Technology  Industries, 

1970  and  1980 .  91 

4- 1.  Farm  Income,  1980-83 .  114 

4-2.  Farm  Input  Use,  1910-80 .  118 

4-3.  World  Net  Imports  and  Exports  of  Grain,  Selected  Peri¬ 
ods,  1934-83 .  123 

4- 4.  Major  Federal  Farm  Programs  by  Commodity,  1982 .  140 

5- 1.  Number  and  Assets  of  Selected  Financial  Institutions  as 

of  December  31,  1982 .  149 

5- 2.  State  Restrictions  on  Intrastate  Branch  Banking,  Select¬ 

ed  Years,  1929-83 .  156 

6- 1.  Growth  in  Output  and  Employment  Over  First  Year  of 

Business  Cycle  Recoveries .  176 

6-2.  Contribution  of  GNP  Components  to  Total  GNP 

Growth  Over  First  Year  of  Business  Cycle  Recoveries.  177 
6-3.  Real  Household  Income,  Consumption,  Saving,  and 

Residential  Investment,  1979-83 .  180 

6-4.  Labor  Market  Developments,  1979-83 .  188 

6-5.  Output,  Productivity,  Costs,  and  Prices  in  the  Nonfarm 

Business  Sector,  1979-83 .  189 

6-6.  Price  Changes,  1979-83 .  189 

6-7.  Changes  in  Wages  and  Compensation,  1979-83 .  192 

6-8.  Funds  Raised  in  Credit  Markets  by  the  Nonfinancial 

Sector  of  the  Economy,  1979-83 .  193 

6-9.  Components  of  Ml  and  M2,  1979-83 .  194 

6-10.  Economic  Outlook  for  1984 .  197 

6-11.  Administration  Economic  Assumptions,  1984-89 .  197 

Charts 

1- 1.  Nondefense  Non-Interest  Spending  Excluding  OASDHI  30 

2- 1.  Balances  on  Current  Account,  Trade,  and  Services  as 

Percent  of  GNP .  44 

2-2.  Nominal  and  Real  Effective  Exchange  Rate  of  the  U.S. 

Dollar .  46 

2-3.  Change  in  U.S.  Bilateral  Trade  Balances  from  1981  to 

1983 .  48 

2-4.  Bilateral  Exchange  Rates .  67 

2-5.  Interest  Rates  on  the  Yen .  69 

2- 6.  Sources  and  Uses  of  Foreign  Exchange:  Argentina, 

Brazil,  and  Mexico  Aggregated .  79 

3- 1.  Unemployment  Rates  by  State  in  Fiscal  Year  1983 .  93 

4- 1.  Farm  Productivity,  Output,  and  Input .  118 

4-2.  Agricultural  Exports  as  Percent  of  Farm  Cash  Receipts  ..  122 


18 


Charts  Page 

4- 3.  Real  Wheat  Prices .  134 

5- 1.  Savings  Deposit  Inflows  versus  the  Interest  Rate  Gap .  152 

5-2.  Bank  Failures .  163 

5- 3.  Existing  Regulation  of  Banks  and  Their  Holding  Com¬ 

panies,  December  31,  1983  .  172 

6- 1.  Real  Business  Inventories/Final  Sales  Ratio .  184 

6-2.  Civilian  Unemployment  Rate .  187 

6-3.  Change  in  the  Consumer  Price  Index .  190 

6-4.  MI:  Actual  versus  Target  Range .  196 

6-5.  Real  Gross  National  Product  Forecast  and  Trend .  200 


19 


